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Report of the auditor-general to the North West 
provincial legislature and the council on the Ditsobotla 
Local Municipality 

Report on the audit of the financial statements 


Disclaimer of opinion 

1. I was engaged to audit the financial statements of the Ditsobotla Local Municipality set out on 
pages xx to xx, which comprise of the statement of financial position as at 30 June 2017, the 
statement of financial performance, statement of changes in net assets, cash flow statement 
and the statement of comparison of budget and actual amounts for the year then ended, as 
well as the notes to the financial statements, including a summary of significant accounting 
policies. 

2. I do not express an opinion on the financial statements of the municipality. Because of the 
significance of the matters described in the basis for disclaimer of opinion section of my report, 
I have not been able to obtain sufficient appropriate audit evidence to provide a basis for an 
audit opinion on these financial statements. 

Basis for disclaimer of opinion 

Cash and cash equivalents 

3. I was unable to obtain sufficient appropriate audit evidence for cash and cash equivalents for 
the current and prior year as the municipality did not have an adequate system of internal 
control to account for these cash and cash equivalents and did not keep proper records. I was 
unable to confirm these cash and cash equivalents by alternative means. Consequently, I was 
unable to determine whether any adjustments relating to cash and cash equivalents of 

R66 650 284 (2016: R64 032 349) disclosed in note 13 and paybles from exchange 
transactions R430 293 416 (2016: R327 478 506) disclosed in note 16 to the financial 
statements was necessary. 

Receivables from non-exchange transactions 

4. The municipality did not have adequate systems to maintain records for receivables from non- 
exchange transactions due to classification misstatements. This resulted in receivables from 
non-exchange transactions being overstated by R7 016 043 and trade payables also 
overstated by the same amount. 

Consumer debtors 

5. I was unable to obtain sufficient appropriate audit evidence that all consumer debtors of the 
muncipalities have been appropriately billed for services rendered as the municipality did not 
have an adequate system of internal control to account for these consumer debtors and did 
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not keep proper records. I was unable to confirm these consumer debtors by alternative 
means. In addition, the municipality did not correctly charged interest on outstanding 
consumer accounts as required in terms of the municipality’s policy. Consequently, I was 
unable to determine whether any further adjustments relating to consumer debtors of 
R152 224 803 as disclosed in note 12 or service charges of R235 481 620 disclosed in note 
19 to the financial statements were necessary. 

Investment property 

6. The municipality incorrectly included sold properties in the investment property register 
contrary to the requirements of GRAP 16, Investment properties, which resulted in investment 
property and accumulated surplus being overstated by R48 583 657 (2016: R24 224 620). 
Furthermore, I was unable to obtain sufficient appropriate audit evidence for the amounts 
disclosed as investment property. I could not confirm investment property by alternative 
means. Consequently, I was unable to determine whether any adjustments to investment 
property of R104 569 063 (2016: R111 717 524) disclosed in note 3 and accumulated surplus 
of R754 786 865 as disclosed in the financial statements. 

Impairment of assets 

7. I was unable to obtain sufficient appropriate audit evidence for impairment of assets as the 
municipality did not have an adequate system of internal control to account for these 
impairment losses and did not keep proper records. I was unable to confirm these impairment 
of assets by alternative means. Consequently, I was unable to determine whether any 
adjustments relating to impairment of R8 852 806 disclosed in note 28 and accumulated 
surplus of R754 786 865 to the financial statements was necesary. 

Contingencies 

8. I was unable to obtain sufficient appropriate audit evidence for contingencies as the 
municipality did not have an adequate system of internal control to account for these 
contingencies and did not keep proper records. I was unable to confirm these contingencies 
by alternative means. Consequently, I was unable to determine whetherany adjustments 
relating to contingencies of R126 179 403 as disclosed in note 38 to the financial statements 
was necessary. 

Commitments 

9. The municipality did not have adequate systems to maintain records of commitments. This 
resulted in commitments being understated by R31 892 498. In addition, I was unable to 
obtain sufficient appropriate audit evidence for the amounts disclosed as commitments. I 
could not confirm commitments by alternative means. Consequently, I was unable to 
determine whether any further adjustments to commitments of R16 384 328 as disclosed in 
note 37 to the financial statements were necessary. 

Unauthorised expenditure 

10. Section 125 of the Municipal Finance Management Act of South Africa, 2003 (Act No. 56 of 
2003) (MFMA) requires the disclosure of unauthorised expenditure incurred. The municipality 
incurred unauthorised expenditure for the current year due to overspending of the budget of 
R114 090 663, which was not included in note 44. Therefore, unauthorised expenditure is 
understated with the beforementioned amount. Furthermore, I was unable to obtain sufficient 
appropriate audit evidence for unauthorised expenditure due to limitations placed upon my 
work relating to the amount disclosed in the previous years. I was unable to confirm the 
disclosed unauthorised expenditure by alternative means. Consequently, I was unable to 
determine whether any further adjustment relating to unauthorised expenditure of 

R255 408 303 (2016: R255 408 303) as disclosed in note 44 to the financial statements was 
necessary. 
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Irregular expenditure 

11. Section 125 of the MFMA requires the disclosure of irregular expenditure incurred. The 
municipality made payments of R39 267 743 in contravention with the supply chain 
management requirements which were not included in irregular expenditure disclosed. In 
addition, I was unable to obtain sufficient appropriate audit evidence to confirm the irregular 
expenditue included in the notes to the financial statements as efficient appropriate audit 
evidence was not provided. I was unable to confirm this by alternative means. Consequently, 

I was unable to determine whether any further adjustments were necessary to the irregular 
expenditure stated at R80 301 548 (2016: R65 992 434) in note 46 to the financial statements. 

Fruitless and wasteful expenditure 

12. I was unable to obtain sufficient appropriate audit evidence that fruitless and wasteful 
expenditure for the current and prior year had been properly accounted for as the municipality 
did not have an adequate system of internal control to disclose fruitless and wasteful 
expenditure and did not keep proper records. In was unable to confirm fruitless and wasteful 
expenditure by alternative means. Consequently, I was unable to determine whether any 
adjustments relating to fruitless and wasteful expenditure of R50 959 266 (2016: R22 412 351) 
as disclosed in note 45 to the financial statements was necessary. 

Cash flow statement 

13. I was unable to obtain sufficient appropriate audit evidence to support the amounts disclosed 
in the cash flow statement due to various errors and misstatements identified during our audit 
process and I was unable to confirm the balances due to systems limitations. My audit opinion 
on the financial statements for the period ended 30 June 2017 was modified accordingly. I 
was unable to confirm the amounts in the cash flow statement by alternative means. 

Rental of facilities 

14. I was unable to obtain sufficient appropriate audit evidence for rental of faciliaties as the 
municipality did not have an adequate system of internal control to account for these rental of 
facilities and did not keep proper records. I was unable to confirm these rental of facilities by 
alternative means. Consequently, I was unable to determine whether any adjustments relating 
to rental of facilities of R3 531 713 disclosed in note 20 to the financial statements was 
necessary. 

Other income 

15. I was unable to obtain sufficient appropriate audit evidence for other income as the 
municipality did not have an adequate system of internal control to account for other income 
and did not keep proper records. I was unable to confirm these other income by alternative 
means. Consequently, I was unable to determine whether any adjustments relating to other 
income of R5 772 829 disclosed in note 22 to the financial statements was necessary. 

Depreciation and amortisation 

16. During 2016, the municipality included an unsupported other assets impairment charge which 
resulted in depreciation and amortisation being overstated by R9 477 407, as disclosed in the 
financial statements. 

Aggregation of immaterial uncorrected misstatements 

17. During 2016, I was unable to obtain sufficient appropriate audit evidence regarding the 
following revenue items included which had a cumulative effect on revenue from exchange 
transactions in the statement of financial performance: 

• Agency services of R4 695 391 

• Licences and permits of R1 254 764 
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• Other income of R2 747 885 

I was unable determine whether any adjustments to revenue from exchange transactions was 
necessary. My audit opinion on the financial statements for the period ended 30 June 2016 
was modified accordingly. I was still unable to confirm these revenue by alternative means. 
Consequently, my opinion on the current period’s financial statements is also modified because 
of the possible effect of this matter on the comparability of the current period’s figures. 

Material uncertainty relating to going concern 

18. I draw attention to the matter below. My opinion is not modified in respect of this matter. 

19. As disclosed in note 42 to the financial statements the municipality’s current liabilities 
exceeded its current assets by R204 470 861 (2016: R229 488 622) and the municipality is 
experiecing difficulty to pay its creditors within 30 days and as at 30 June 2017 the creditor 
payment period was 761 days. These conditions, along with other matters as set forth in note 
39, indicate the existence of a material uncertainty that may cast significant doubt on the 
municipality’s ability to operate as a going concern. 

Emphasis of matters 

20. I draw attention to the matters below. My opinion is not modified in respect of these matters. 

Material losses and impairments 

21. As disclosed in note 12 to the financial statements, material losses to the amount of 

R206 184 946 (2016: R194 862 915) were incurred as a result of the impairment of consumer 
debtors. 

22. As disclosed in note 48 to the financial statements, material electricity losses of R15 824 454 
was incurred which represents 10% of total electricity purchased. 

Restatements of corresponding figures 

23. As disclosed in note 40 to the financial statements, the corresponding figures for 30 June 2016 
have been restated as a result of an error discovered in the financial statements of the 
municipality at, and for the year ended, 30 June 2017. 

Other matters 

24. I draw attention to the matters below. My opinion is not modified in respect of these matters. 

Unaudited disclosure notes 

25. In terms of section 125(2)(e) of the MFMA, the municipality is required to disclose particulars 
of non-compliance with the MFMA. This disclosure requirement did not form part of the audit of 
the financial statements and accordingly I do not express an opinion thereon. 

Unaudited supplementary schedules 

26. The supplementary information set out in note 49 does not form part of the financial 
statements and is presented as additional information. I have not audited this note and, 
accordingly, I do not express an opinion thereon. 

Responsibilities of the accounting officer for the financial statements 

27. The accounting officer is responsible for the preparation and fair presentation of the financial 
statements in accordance with the South African Standards of Generally Recognised 
Accounting Practice (SA standards of GRAP) and the requirements of the MFMA and the and 
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the Division of Revenue Act of South Africa, 2016 (Act No. 3 of 2016) (DoRA) and for such 
internal control as the accounting officer determines is necessary to enable the preparation of 
financial statements that are free from material misstatement, whether due to fraud or error. 

28. In preparing the financial statements, the accounting officer is responsible for assessing the 
municipality’s ability to continue as a going concern, disclosing, as applicable, matters relating 
to going concern and using the going concern basis of accounting unless the there is an 
intention either to liquidate the municipality or to cease operations, or there is no realistic 
alternative but to do so. 

Auditor-general’s responsibilities for the audit of the financial 
statements 

29. My responsibility is to conduct an audit of the financial statements in accordance with 
International Standards on Auditing (ISAs) and to issue an auditor’s report. However, because 
of the matters described in the basis for disclaimer of opinion section of my report, I was not 
able to obtain sufficient appropriate audit evidence to provide a basis for an audit opinion on 
these financial statements. 

30. I am independent of the municipality in accordance with the International Ethics Standards 
Board for Accountants’ Code of ethics for professional accountants (IESBA code) together 
with the ethical requirements that are relevant to my audit of the financial statements. I have 
fulfilled my other ethical responsibilities in accordance with these requirements and the IESBA 
code. 


Performance information reporting 


31. I am unable to audit and report on the usefulness and reliability of the performance information 
as the annual performance report of the municipality was not prepared as required by section 
46 of the Municipal Systems Act, 2000 (Act No. 32 of 2000) and section 121 (3)(c) of the 
MFMA. 


Report on audit of compliance with legislation 


Introduction and scope 

32. In accordance with the PAA and the general notice issued in terms thereof I have a 
responsibility to report material findings on the compliance of the municipality with specific 
matters in key legislation. I performed procedures to identify findings but not to gather 
evidence to express assurance. 

33. The material findings in respect of the compliance criteria for the applicable subject matters 
are as follows: 

Annual report and annual financial statements 

34. The financial statements submitted for auditing were not prepared in all material respects in 
accordance with the requirements of section 122 of the MFMA. Material misstatements 
identified by the auditors in the submitted financial statements were not adequately corrected 
and the supporting records could not be provided subsequently, resulted in the financial 
statements receiving a disclaimer audit opinion. 

35. The annual performance report of the Ditsobotla Local Municipality was not prepared, as 
required by section 46 of the MSA. 
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36. The 2015-16 annual report was not tabled in the municipal council within seven months after 
the end of the financial year, as required by section 127(2) of the MFMA. 

37. The 2015-16 annual report was not published for the local community to submit 
representations in connection with the annual report, as required by section 127(5)(a) of the 
MFMA. 

38. The council failed to adopt an oversight report containing the council's comments on the 
annual report within the prescribed timelines, as required by section 129(1) of the MFMA. 

Budget 

39. Reasonable steps were not taken to prevent unauthorised expenditure, as required by section 
62(1 )(d) of the MFMA. The unauthorised expenditure disclosed does not reflect the full extent 
of the unauthorised expenditure incurred as indicated in the basis for a disclaimer audit 
opinion. The majority of the unauthorised expenditure was caused by the municipality 
overspending the budget due to insufficient budgeting for non-cashflow items. 

Consequence management 

40. Unauthorised expenditure incurred by the municipality was not investigated to determine if any 
person is liable for the expenditure, as required by section 32(2)(a) of the MFMA. 

41. Irregular and fruitless and wasteful expenditure incurred by the municipality was not 
investigated to determine if any person is liable for the expenditure, as required by section 
32(2)(b) ofthe MFMA. 

Expenditure management 

42. Money owed by the municipality was not always paid within 30 days, as required by section 
65(2)(e) ofthe MFMA. 

43. Reasonable steps were not taken to prevent irregular expenditure, as required by section 
62(1)(d) of the MFMA. The irregular expenditure disclosed of R14 309 114 does not reflect 
the full extent of the irregular expenditure incurred as indicated in the basis for the disclaimer 
audit opinion. The majority of the irregular expenditure was caused by the municipality not 
complying with the Supply Chain Regulations. 

44. Reasonable steps were not taken to prevent fruitless and wasteful expenditure, as required by 
section 62(1 )(d) of the MFMA. The fruitless and wasteful expenditure disclosed of 

R28 546 915 does not reflect the full extent of the fruitless and wasteful expenditure incurred 
as indicated in the basis for the disclaimer audit opinion. The majority of the fruitless and 
wasteful expenditure was caused by the municipality paying interest and penalties on overdue 
accounts. 

Grants and transfers 

45. The municipality did not evaluate its performance in respect of programmes funded by the 
Municipal Infrastructure Grant and INEP Grant allocations as required by section 12(5) of the 
DoRA. 

Strategic planning and performance management 

46. The SDBIP for the year under review was not approved by the mayor as required by section 
53(1 )(c)(ii) of the MFMA. 

47. A mid-year performance assessment was not performed as required by section 72(1 )(a)(ii) of 
theMFMA. 

48. A performance management system was not established as required by section 38(a) of the 
MSA and regulation 8 of the Municipal planning and performance management regulations. 
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Procurement and contract management 

49. Sufficient appropriate audit evidence could not be obtained that contracts and quotations were 
awarded in accordance with the legislative requirements as no record management system 
was in place. 

50. Sufficient appropriate audit evidence could not be obtained that some goods and services with 
a transaction value of below R200 000 were procured without obtaining the required price 
quotations as required by SCM regulation 17(a) and (c). Similar non-compliance was also 
reported in the prior year. 

51. Some of the quotations were accepted from prospective providers who were not on the list of 
accredited prospective providers and did not meet the listing requirements prescribed by the 
SCM policy, in contravention of SCM regulations 16(b) and 17(b). Similar non-compliance 
was also reported in the prior year. 

52. Sufficient appropriate audit evidence could not be obtained that contracts were awarded only 
to bidders who submitted a declaration on whether they were employed by the state or 
connected to any person employed by the state, as required by SCM regulation 13(c). A 
similar non-compliance was also reported in the prior year. 

53. Sufficient appropriate audit evidence could not be obtained that some quotations and contracts 
were only accepted from bidders whose tax matters had been declared by the South African 
Revenue Service to be in order, as required by SCM regulation 43. A similar non-compliance 
was also reported in the prior year. 

54. Sufficient appropriate audit evidence could not be obtained that some goods and services of a 
transaction value above R500 000 were procured by inviting competitive bids as required by 
SCM regulations 19(a). In some instances, similar non-compliance was reported in the prior 
year. 

55. Sufficient appropriate audit evidence could not be obtained that bid specifications were 
unbiased and allowed all potential suppliers to offer their goods or services, as required by 
SCM regulation 27(2)(a). Similar non-compliance was also reported in the prior year. 

56. Sufficient appropriate audit evidence could not be obtained that invitations for competitive 
bidding were advertised for a required minimum period of days, as required by SCM regulation 
22(1) & 22(2). Similar non-compliance was also reported in the prior year. 

57. Sufficient appropriate audit evidence could not be obtained that some of the bids were 
evaluated by bid evaluation committees which were composed of officials from the 
departments requiring the goods or services and at least one SCM practitioner of the 
municipality as required by SCM regulation 28(2). Similar non-compliance was also reported 
in the prior year. 

58. Sufficient appropriate audit evidence could not be obtained that some of the contracts were 
awarded to bidders based on points given for criteria that were stipulated in the original 
invitation for bidding, is required by SCM regulations 21 (b) and 28(1 )(a) and the Preferential 
Procurement Regulations. Similar non-compliance was also reported in the prior year. 

59. Some of the contracts were awarded through a competitive bidding processes that were not 
adjudicated by the bid adjudication committee as required by SCM regulation 29(1). 

60. Sufficient appropriate audit evidence could not be obtained that some of the bid adjudication 
committees were always composed in accordance with SCM regulation 29(2). Similar non- 
compliance was also reported in the prior year. 

61. Sufficient appropriate audit evidence could not be obtained that some of the councillors of the 
municipality participated in committees evaluating or approving tenders, quotations or 
attended meetings of committees evaluating or approving tenders, in contravention of section 
117 of the MFMA. Similar non-compliance was also reported in the prior year. 
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62. Some of the contracts were made to bidders other than those recommended by the bid 
evaluation committee without ratification by the accounting officer, as required by SCM 
regulation 29(5)(b). Similar non-compliance was also reported in the prior year. 

63. Sufficient appropriate audit evidence could not be obtained that some of the contracts were 
awarded only to bidders who submitted a declaration on whether they were employed by the 
state or connected to any person employed by the state, as required by SCM regulation 13(c). 
Similar non-compliance was also reported in the prior year. 

64. The preference point system was not applied in some of the procurement of goods and 
services above R30 000 as required by section 2(a) of the Preferential Procurement Policy 
Framework Act. Similar non-compliance was also reported in the prior year. 

65. Some of the contracts and quotations were awarded to bidders based on preference points 
that were not allocated and calculated in accordance with the requirements of the Preferential 
Procurement Policy Framework Act and its regulations. Similar non-compliance was also 
reported in the prior year. 

66. Sufficient appropriate audit evidence could not be obtained that construction contracts were 
awarded to contractors that were registered with the Construction Industry Development Board 
(CIDB) and qualified for the contract in accordance with section 18(1) of the CIDB Act. Similar 
non-compliance was also reported in the prior year. 

67. Awards were made to providers who were in the service of the municipality, in contravention of 
section 112(j) of MFMA and SCM regulation 44. Furthermore, the providers failed to declare 
that he/she was in the service of the municipality as required by SCM regulation 13(c). Similar 
non-compliance was reported in the prior year and the municipality did not take disciplinary 
actions against the officials involved. 

68. Awards were made to providers who are in the service of other state institutions, in 
contravention of section 112(j) of the MFMA and SCM regulation 44. Similar awards were 
identified in the previous year and no effective steps were taken to prevent or combat the 
abuse of the SCM process, as required by SCM regulation 38(1). 

69. Persons in the service of the municipality who had a private or business interest in contracts 
awarded by the municipality failed to disclose such interest, in contravention of SCM regulation 
46(2)(e). 

70. Persons in the service of the municipality whose close family members had a private or 
business interest in contracts awarded by the municipality failed to disclose such interest, in 
contravention of SCM regulation 46(2)(e). 

Revenue management 

71. An adequate management, accounting and information system which accounts for revenue 
and debtors was not in place, as required by section 64(2)(e) of the MFMA. 


Other information 


72. The accounting officer is responsible for the other information. The other information 
comprises the information included in the annual report. The other information does not 
include the financial statements, the auditor’s report thereon and those selected development 
priorities presented in the annual performance report that have been specifically reported on in 
the auditor’s report. 

73. My opinion and findings do not cover the other information and I do not express an audit 
opinion or any form of assurance conclusion thereon. 

74. In connection with my audit, my responsibility is to read the other information and, in doing so, 
consider whether the other information is materially inconsistent with the financial statements 
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and the selected [pdevelopment priorities] presented in the annual performance report, or my 
knowledge obtained in the audit, or otherwise appears to be materially misstated. 

75. I did not receive the other information prior to the date of the auditor’s report. When I do 
receive this information, if I conclude that there is a material misstatement therein, I am 
required to communicate the matter to those charged with governance and request that the 
other information be corrected. If the other information is not corrected, I may have to re-issue 
my auditor’s report amended as appropriate. 


Internal control deficiencies 


76. I considered internal control relevant to my audit of the financial statements, reported 

performance information and compliance with applicable legislation; however, my objective 
was not to express any form of assurance thereon. The matters reported below are limited to 
the significant internal control deficiencies that resulted in the disclaimer of opinion, the 
findings on the performance report and the findings on compliance with legislation included in 
this report. 

• Leadership did not ensure that there is appropriately skilled staff in key positions within the 
finance, performance and compliance unit. This has led to excessive reliance on 
consultants to compile financial statements. Furthermore, leadership’s in-year monitoring 
and oversight was inadequate to prevent material misstatements in the financial 
statements, non compliance with laws and regulations and the absence of a system to 
support the collection, processing and reporting of performance against pre-determined 
objectives. 

• Management failed to implement proper systems to collate process and report financial and 
performance information. Furthermore, lack of internal controls and oversight. contribute to 
inaccurate and unreliable financial and performance report and records. Furthermore, 
there are no systems in place to enforce compliance with laws and regulations and no 
actions are taken against staff that is responsible for these transgressions. 

• There was no appropriate governance structure at the municipality to oversee the 
implementation of audit action plans and recommendations because the audit committee 
and internal audit units were not appointed forthe year under review. 


Rustenburg 
30 November 2017 


AUDITOR -GENERAL 
SOUTH AFRICA 

Auditing to build public confidence 
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